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Abstract 
 
The existence of transaction costs 
prevents warrant issuers from hedging 
continuously.  Discrete hedge is subject to 
hedging error, with magnitude depending on 
the realized path of stock movements.  
Despite the fact that hedging error sums to 
zero after many issuances, the potential 
losses of single warrant issuance may be 
substantial.  We propose a hedging error 
measurement that correctly reflects the 
period-by-period as well as the cumulative 
hedging profits/losses.  The direction of 
hedging payoff is jointly determined by the 
moneyness and direction of stock price 
movements.  This article also explores 
relationships between hedging profit/loss and 
important options variables such as time to 
expiration, underlying stock volatility, and 
changes of stock prices.  Implications are 
provided for real-world warrant hedging. 
 
Keywords: delta hedge, discrete hedge, 
hedging error, options, warrants 
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